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This paper aims to focus on the relationship between dividend policy and stock price 
volatility through seminal literature on both theoretical and empirical evidences during 
1989 to 2016. Based on the prior literature, this paper argued that the relationship 
between dividend policy and stock price volatility is inconsistent. Dividend policy is the 
most important element to measure the changes in stock prices. Furthermore, 
relationship between dividend policy and stock price volatility shows different results 
in developed and developing countries. The developed countries have more impact of 
this relationship as compared to developing countries. The various consequences of 
this relationship depend upon each country specific characteristics, different data 
sample and different methodology technique which utilized by researchers in 
developed and developing countries. This study describes empirical findings in both 
developed and developing countries. Most of the studies found negative relationship 
between dividend policy and stock price volatility along some controlled factors. 
Hence, this paper presented more updated and detailed review than previous studies. 
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Dividends are a distribution of profits among shareholders. Furthermore, dividend policy is a 
policy which deals with the dividends payment and retains earnings for the re-investment purpose 
of the firm. Although dividend policy plays an important role in the long-term financing strategies of 
firms according to numerous studies, dividend policy is a significant concept in finance theories and 
empirical researches [5, 23, 27] etc. 
Dividend policy has remained the most significant but ambiguous matter in corporate finance 
[24]. Among the clouding picture of dividend policy, it is still a debatable issue for not only 
academicians also for financial economists. Besides, it has great importance for the companies to 
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attain more investors through this profit return attraction [15]. The practitioners and academicians 
have different perceptions regarding financial policies of corporations. According to some pioneer 
researchers such as [30, 63, 56], [27] studied dividend policy who stated that dividend payments have 
inverse relationship with firm value. Theoretically, payment of dividends used as a signal by firm for 
investors in market [2]. The corporate analyst and investment analysts proclaimed that dividends 
play a great role to convey firm’s information to investors.   
Similarly, [25] proposed that the companies who pay high dividends have ability to reduce the 
risky investment, so ultimately risk transferred to new investors. On the other side, he focused on 
the maximize the shareholder wealth through high cash dividends payment which will increase the 
share price of companies [13]. Additionally, less dividend paying companies face the high-risk issues 
in capital market [69]. The stock price volatility drastically affects the investors’ interest and the 
financial performance of the companies [21]. When stock price movement occurs, investor evaluates 
the stock prices and revises their expectations of future cash flow [42]. The stock price volatility may 
consider as the risk that face by the investors in the stock market with minimum investment [51].  
Moreover, risk has become an important factor to explain the illustrious value effects of payout 
policies [31, 32, 72]. The statistically significant role of the stock’s risk demonstrates that managers 
may have slight to do mitigating the effects of the undiversifiable risks. Share price is symbol of the 
overall strength of the firm. It indicates the firm value. If share price of firm increase continuously 
then it means that firm’s management is performing well and efficiently [70]. Moreover, the share 
price will be high with this efficient performance which ultimately increases the dividends. There are 
chances to replace management when they are not able to make good returns for investors and 
enhance the risk of firm [42]. Investors are always more conscious and attentive for the dividends 
return and firms provide protection to investors because in the long run firm’s share valuation may 
be affected by the investment risk. This is the reason the stock price volatility is important for both 
investors and firms [43]. 
It is considerable debate on the issue that whether dividend policy and stock price volatility have 
negative relationship, positive relationship or have no relationship.  Researcher is motivated from 
the seminal literature; this paper is intended to provide a review on the relationship between 
dividend policy and share price volatility by focusing on theoretical and empirical literatures. 
 
2. Theoretical arguments on relationship  
 
There are following theories which support the relationship between dividend policy and stock 
price volatility (Table 1). 
 
2.1. Dividend irrelevance theory 
 
[63] stated that dividend policy is not relevant to investors. It is not possible to change 
shareholders’ wealth during the fixed investment policy and increment in payout is only possible on 
the sale of priced stock. There are some assumptions of this theory of irrelevance:  
• Exist perfect capital market 
• No tax, no transaction cost, no single buyer can affect market price, all information about firm is 
available in market to everyone 
• Rational investors who valued the securities on the discounted future cash flows 
• Certain firms’ investment policy and have all information about future cash flows 
According to prior, they determined that dividend policy is an irrelevant issue. 
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1961 Dividend policy is not relevant to investors. It is not 
possible to change shareholders’ wealth during the fixed 
investment policy and increment in payout is only possible 
on the sale of priced stock 
Bird in Hand Theory Gordon [30]  
 
1963 Dividends as a bird in hand is more valuable than future 
capital gain as two in hand 
Agency cost and the free 
cash flow theory 
Jensen and 
Meckling [46] 
1976 Dividends distribution resolved problems that can exist in 
agency relationships due to unaligned goals or different 
aversion levels to risk. The most common agency 
relationship in finance occurs between shareholders 
(principal) and company executives (agents). 
Signaling Hypothesis Lintner [56] 1956 Dividend payment provides a great information of the 
firm, this is also proof of fluctuation in share prices. 
Clientele Effects of 
Dividends Theories 
Pettit [78] 1977 It explains that how a company's stock price will move 
according to the demands and goals of investors in 
reaction to a tax, a dividend or another policy change. 
Because of this adjustment, the stock price will move up 
or down. 
  
2.2. Bird-in-hand theory 
 
[5] proclaimed that dividends have different worth than retained earnings in the form of capital 
gains within uncertain world and asymmetry information. According to this theory by [30], “dividends 
as a bird in hand are more valuable than future capital gain as two in hand”. Investor will prefer 
dividends rather than retained earnings due to future cash flow uncertainty. Although this argument 
is discussed by many researchers in different era such as [35] and [99] but they did not find authentic 
empirical support. There is some following assumption of this theory: 
• Imperfect information about firms’ profitability with investors 
• High tax rate on the cash dividends  
• Dividends consider the expected cash flow’s signal  
The cost of dividends is high tax rate instead of capital gains cost of tax. Whereas, some investors 
prefer to attain capital gain and avoid the high tax risk and some investors tend to take dividends as 
cash in hand.  
 
2.3. Agency cost and the free cash flow theory 
 
The cost which paid for the shareholders and management conflicts when they have different 
interests [84]. This conflict happens when management do not perform for the shareholder interest 
and work for their own interest. The nature of conflict can be direct or indirect. This comment is 
contradictory of [63] because they assumed that managers are good agent of shareholders and work 
for their wealth maximization, they do not have any conflict. Managers cannot conduct activities by 
their own interest because it could be costly for the shareholders, for instance, unprofitable 
investments that have high return but also high management compensation [4]. The shareholders 
borne all the cost, however, shareholder required high payment of dividend during excess free cash 
flow. The agency cost can also be happened between bond holders and shareholders due to 
distribution of dividends, shareholders demand for high dividend and bond holders required few 
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number of dividends. [26] also indicated that there are two types of agency cost including managers 
monitoring cost and risk aversion cost on behalf of managers. 
 
2.4. Signalling hypothesis 
 
According to [63], there is perfect information about the companies in the market for investors 
and management. After some studies on this assumption it is concluded that companies only float 
timely information for the investors. Hence, this enhance managers and investors communication 
gap, to fulfil this gap manager offer dividends as an instrument to provide all private information to 
investors [26]. [56] argued that managers feel hesitation in the dividends reduction even though 
there is required to do, only they can easily increase dividends amount when earnings increased on 
the permanent basis. Furthermore, [78] noticed that dividend payment provides a great information 
of the firm, this is also proof of fluctuation in share prices. Dividends increment is considered a good 
news in the market and its vice versa. 
 
2.5. Clientele effects of dividends theories  
 
Investors required companies stock for their satisfaction because investors have to face tax issues 
on dividends and capital gains, also they have to bear transaction cost during securities trade. [63] 
assumed that there is no tax on dividends and capital gains. The firms provide the extra benefits to 
the investors. Similarly, firm with dividend policies have different clientele issues. Although it is 
considered that clientele effect molds the dividend policies, then dividend policy is irrelevant. [5] 
assures that growth stage of firm have low dividend and attract more clientele for the capital, 
whereas firms on the maturity stage pay high dividends and gain income through dividends.  
These theories demonstrated that the dividend policy and stock price volatility relationship have 
support of relevance theories. According to [63], in perfect capital market, dividend policy is not 
relevant to the firm’s market value.  Although, [46] presented a theory known as agency theory of 
dividend, this theory stated that dividend payment reduces the conflicts of agent and principal along 
provide investors’ security in capital market [15]. As well, one more theory presented by [62] named 
as signalling theory of dividend policy, this theory described that dividends used as a signal in the 
market for attraction of investors and provide information about the firms’ value. Another theory by 
[30] on dividends is bird in hand theory which revealed that high dividend paying firms have less 
investment and can reduce the risk, which ultimately reduce the cost of capital and thus stock price 
will be affected. Furthermore, firms rate of return (r) and capital cost (k) along dividend policy shows 
effect on the market share price of firm. [30] argued that dividends influenced on the share price 
volatility instead of retained earnings. Mostly investors are risk averse, they just consider what they 
are gaining in the form of dividends and less concerned about future as capital gains [4]. 
 
3. Empirical findings on the relationship  
 
Several studies show that the impact of dividend policy on the stock price volatility has significant 
importance [5, 22, 45, 72, 91]. Some studies (e.g. [79, 91]) described that dividend policy has shown 
positive effect on the stock price volatility. Some other studies (e.g. [22, 39, 48, 5, 69]) stated that 
there is significant negative effect of dividend policy on stock price volatility. Yet, few researchers 
follow the irrelevance dividend theory and identified there is no impact of dividend policy on volatility 
of stock prices (Table 2) [1].  
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Recently, [91] empirically investigated the controversial relationship of dividend policy and stock 
price volatility in Pakistan. They considered 50 listed companies on Karachi stock exchange which 
have consistent dividend payment behavior during 2005-2012. For the analysis of data, this study 
utilized random effect model for panel data. The findings show that there is negative relationship 
between dividend policy and stock price volatility. Whereas, control variables of this relationship 
including asset growth, earning volatility and earning per share have shown positive results.  
The most recent study of [1] examined the relationship between dividend policy and volatility of 
stock price along with control variables including size of firm, per share earnings, growth and debt by 
taking 11 firms from Karachi Stock exchange during 2001-2014. They analysed data by regression 
method and found no relationship between dividend policy, size, earning, growth and leverage 
because of small sample size and missing data of specific companies.  Moreover, the study [22] 
examined this relationship in Colombo stock exchange by using granger causality test and cross 
sectional random effect model. They employed growth assets and firm size as control variables in 
this study. They took data from 40 companies which listed on Colombo Stock exchange during 2003-
2012. This study relies on [30] relevance theory or ‘Bird in Hand theory’ and revealed that dividend 
payout has negative impact on stock price volatility. Therefore, they followed the information effect 
and rate of return effect. Moreover, those companies who pay small amount of dividend have more 
growth potential as compared to companies who reinvest in their assets.   
Another study by [69] examined the effect of dividend policy on stock price volatility by focusing 
on Pakistani banks during 2007-2012. They selected 17 banks as a sample for analysis. The findings 
of this study revealed that dividend payout ratio is negatively significant relationship with stock price 
volatility after controlling some variables like leverage, firm size and growth in assets. Furthermore, 
[42] explored the effect of dividend policy and stock price in an emerging market like Pakistan. They 
took 63 companies during 2006-2011 as a sample size.  They used the proxies of dividend policy 
(dividend yield and dividend payout ratio). They also used return on equity, profit after tax and 
earning per share to measure change in stock prices. This study concluded that dividend yield is 
negatively significant and dividend payout ratio has positive significant influence on stock prices. 
Consequently, these studies are contrary to the irrelevance theory of dividend and appreciate the 
relevance theory of dividend.  
Some researchers conduct studies on the relationship of dividend policy and volatility of stock 
price in developed countries like [72] examined stock price volatility along with the other financial 
factors like dividend yield, dividend payout, leverage, firm size and growth that is analyzed by 
ordinary least square regression in USA. The sample size of this study was taken from value line 
investment survey data base of 500 companies. The results illustrated that stock price volatility is low 
when dividend yield is high. Therefore, this study also supports the relevance theory of dividend and 
signaling hypothesis. They further elaborated that firm size and stock price volatility has negative 
relationship which reveals that market capitalization of companies increased and stock price volatility 
decreases. Hence, the stock with high dividend is less risky and more owned by investors. 
Another study of [75] studied the dividend policy and volatility of stock prices relationship in 
Jordon by considering 77 firm’s data from 2000-2011. He accomplished his study by analyzing 
correlation and cross sectional multiple least square regression method. His results showed that 
dividend yield and dividend payout show negative impact on stock price volatility, it means that 
increase in dividend yield and dividend payout reduce the volatility of stock price. Moreover, the 
result of this study is consistent with duration effect theory and in addition it fulfills the relevance 
theory assumptions.  
Additionally, the relationship of volatility of stock price and dividend policy is scrutinized by 
researcher [79] in non-financial firms listed on Karachi Stock Exchange of Pakistan. This study used 
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partial regression models and firm size, growth in assets and earning per share as a control variable 
in this relationship. They added 35 firm’s data from 2001-2011 for analysis. Their study determined 
that volatility of stock price has shown negative impact on dividend policy (dividend yield and 
dividend payout) with growth in asset, though firm size has positive relationship. So, this research 
provided supporting evidence of relevance theory of dividend.  There is another study on Karachi 
stock exchange of Pakistan by [33] conducted to determine the influence of dividend policy on 
volatility of share price by taking data of 29 companies during 2001-2010. The expressional valuation 
relies on cross sectional regression analysis among dividend policy and price volatility along with 
controlled variables size of firm and leverage. The finding of this study reveals that dividend payout 
ratio is positively significant and size and debt is negatively significant. The results of this study relates 
to previous studies somehow it’s changed because of corporate structure of Pakistan is different than 
other developed countries. Therefore, this study suggested that dividend yield is effective 
determinant of volatility of stock price in emerging markets like Karachi Stock exchange 100 index. 
Consistent with above study [67] also tested the relationship among dividend policy and volatility 
of stock price, however, their sample size was consisted of 75 financial firms of Pakistan listed in 
Karachi Stock exchange in 2006-2010. They considered assets growth, earning volatility, leverage and 
earning volatility as a control variable. They determined this relationship by fixed effect regression 
analysis whose result show negative influence of dividend policy on volatility of stock price. Dividend 
yield revealed negative impact on volatility of stock price but earning volatility shown positive 
significant effect on stock price volatility. Hence, dividend policy is important in the perspective of 
firm’s market value which underpins the theory of relevance in emerging economies. 
[39] explored the impact of dividend policy on volatility of stock price in Malaysian 142 
construction and material companies during 2005-2010. They explored this relationship by 
regression analysis after considering earning volatility, investment growth, size and leverage as 
control variable. According to this study, dividend yield is insignificant and dividend payout ratio is 
significant with change in stock prices. Earning volatility, investment growth also insignificant and 
size is significantly related to change in stock prices. Whereas leverage and dividend yield has 
negative impact on volatility of stock price which demonstrate the assistance of rate of return effect, 
duration effect, information effect and price arbitrage effect. In addition, based on the rate of return 
effect, dividend has effect on stock price volatility which supports the Bird in Hand theory or relevant 
theory of dividend. Indeed, dividend policy may be used as control device for change in stock prices 
and firms can reduce their firm risk (volatility) by paying high dividend.  
Furthermore, another study of [92] on Bursa Malaysia determined the impact of dividend policy 
on volatility of stock price in Consumer product companies during 2005-2010. They used leased 
square regression for the analysis of dividend policy and volatility of stock price correlation. Their 
findings indicated that dividend yield has significantly negative relationship with volatility of stock 
price and dividend payout ratio has positive correlation. Thus, the impact of dividend payment is also 
found in that type of companies with the stock price volatility. Therefore, this study also verified the 
assumption of bird in hand theory.  
Additional study by [49] examined the effect of dividend policy on stock price volatility in 
pharmaceutical and chemical industry of Pakistan with return on equity, profit after tax and earning 
per share as control variables. He examined the relationship by fixed and random effect model that 
shows dividend, profit after tax as earning per share has positive significant results, on the other side, 
return on equity is insignificant. Thus, the pharmaceutical and chemical industry of Pakistan 
consistently pays dividends and can manage their volatility of share price because it makes the better 
performance of industry. So, this study also supports evidence of the relevant theory and described 
that dividend has relationship with change in stock prices. 
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However, [43] conducted the study on stock price volatility and main determinant dividend 
payout in UK stock market which is developed market. They considered firms which listed in London 
Exchange Market during 1998-2007. They explored relationship by using multiple regression analysis; 
the findings proposed that the impact of dividend payout ratio on volatility of stock price is negative 
with existence of control variables firm’s earning, size of firm, debt level and growth. Size and debt 
level have strong correlation with volatility of stock price whereas size is negatively significant with 
price volatility which suggest firm size is large than volatility chances is less. Whereas, debt is 
positively significant with stock price volatility which proposed firm will be highly leveraged than 
stock price will increase. So, both investors and management has concerned to movement of stock 
prices, this study also follow the evidence of theory of relevancy.  
Additionally, there is another study of [9] explored impact of dividend policy on stock price 
volatility in five sectors of Pakistan during 2005-2009. The experiential estimation of this study 
follows the regression and correlation model for analysis and they found that there is positive and 
significant relationship between dividend yield and stock price volatility whereas the correlation 
between growth in asset and stock price volatility is negative. They also proposed that price volatility 
is not only depending on those variables it also differentiates by the different structure of different 
stock markets. However, efficient and stable markets are easy to forecast rather than the market 
which has high fluctuation in stock prices.  
Another study on the Pakistan Karachi Stock Exchange by [68] examined the effect of dividend 
policy on volatility of stock price by taking 73 listed firms on Karachi stock exchange during 2003-
2008. This study proposed that there is effect of dividend policy on volatility of stock price hence it 
assists the evidence of duration effect and price arbitrage effect in Pakistan. In the meantime, this 
study confirmed the assumptions of bird in hand theory. In addition, the study of [71] examined the 
behavior of listed firm’s dividend policy on Kuala Lumpur Stock Exchange (KLSE). The findings of this 
study confirm that payout ratios in a given industry vary significantly across time and dividend actions 
are sensitive to the changes in earnings. He followed the signaling theory of [56]. Hence, he 
concluded that retain earning have less significant impact on stock prices instead of dividend policy.  
To sum up, the earlier studies on the developed countries are base of the recent studies on this 
relationship like [3] examined this relationship by taking 173 firms which listed on Australian Stock 
exchange, and they found positive effect of dividend yield and negative effect of dividend payout 
ratio. Therefore, this study could not realize the impact of dividend policy on stock price volatility in 
Australia. According to the [14] explanation on the influence of stock price volatility and dividend 
policy which is normally opposite to stock return. He introduced four initial frameworks that help 
dividends to stock price risk. He named these as duration effects, the rate of return, the arbitrage 
value and the information effect. The main problem with many past empirical studies which 
examining the link between stock price volatility and dividend policy or even return apply in the 
satisfactory control over the factor that affects both. Like the information generated by accounting 
system on several relationships that are consider many ways to measure the risk. [14] further 
elaborate the use of these specific control variables further use in the examining the significance of 
the relation between dividend yield and price volatility through operating earnings, i.e., size of firm, 
level of debt, payout ratio and level of growth. He tried hard to explain this phenomenon which cover 
the linkage between dividend policies both dividend yield and dividend pay-out ratio and his 
empirical work on stock price risk in USA. 
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Growth in Assets 
Earnings Per share 
 
 
[15, 16, 18, 20, 25, 26, 34, 36,43,44,47, 49,50, 
53, 54,56,60,72,74,75,76,79,81,82,87,91,104] 
No relationship between 





Growth in Assets 
 [1, 70]  
 
Existing evidence shows that the relationship between dividend policy and stock price volatility 
varies depending on the proxy used to measure the dividend policy; the level of stock prices 
uncertainty in the sample countries stock markets; also, the data sets and the methodology used. 
The relationship between dividend policy and stock price volatility is significant, which proved by 
prior studies. Since both management and investors are concerned about the volatility of stock cost, 
and imperative variables to be considered by financial experts before settling on venture choices and 
by an administration in figuring dividend policies for their organizations. There is need to study in 
future on this relationship between dividend policy and stock price volatility to make this clear. 
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